ABSTRACT: The paper presents an analysis of the performance of audit firms in the Republic of Serbia in the period 2008 
INTRODUCTION
The main objective of the financial statement audit is to increase confidence in financial statements through an unbiased and competent expression of opinion on their fair presentation. The financial statement is an important source of information in the business decision-making process. Given that the accounting process of recording business transactions may arise from intentional or unintentional errors that reflect the quality of financial statements, and, accordingly, the correct decision-making based on financial statements, there is a strong need for financial statements to be validated externally by audit firms prior to use. Apart from financial statement audit, it is common for an audit firm to offer other services which result from the competence of its auditors (tax consulting, accounting consulting, IT consulting, etc.), thereby supplementing their income.
1
Since financial statement audit is inextricably linked to capital markets, it was inaugurated in the Republic of Serbia in the process of transition to the market economy model. According to the Law on Accounting and Auditing (Sluzbeni glasnik 111/09, 2009, article 40) , an audit firm is established in accordance with the law regulating companies and must meet the following specific conditions:
• The certified public accountants or audit firms have a majority of the governing rights, • The audit firm is licensed to perform financial statement audits, • The certified public accountants-founders of the audit firm and certified public accountants-employees of an audit firm are not controlled by any individuals or interest groups, in accordance with the Code of Ethics for Professional Accountants, • The audit firm has employed the prescribed minimum number of licensed certified public accountants, and • The audit firm is a member of the Chamber of Certified Auditors.
Although the period in which audit firms have existed in the Republic of Serbia is relatively short, especially when compared to countries with a long tradition of external audit, it has been long enough to establish certain relationships in the market for audit services and for the analysis of an audit firm's achievements.
Audit firms have been in constant development for more than a hundred years. There is a significant difference in the performance of individual audit firms, so it is common practice to carry out audit firm rankings by country in 1 See more in: Andric, Krsmanovic, Jaksic, 2009, pp. 15-18 order to determine their current state and to investigate the drivers of audit firm performance. The ranking of audit firms by individual country is based on different performance indicators. A ranking of the top 20 audit firms in Denmark 2 was based on the annual revenue. The performance of audit firms is also measured by the number of employees, the number of SR-auditors, the number of partners, the number of cities where audit firms have offices, and the number of clients. In research carried out in Italy 3 , analysis of audit firm achievement was based on annual revenue and percentage of revenue growth rate, as well as the market share of the big Auditors in the period 1999-2005. In a survey of audit firms in the Netherlands 4 their performance was observed according to fee income, number of offices, number of partners, and number of professional and administrative staff. In the USA the survey "2010 Top 100 Accounting Firms" disclosed the rank of 100 audit firms according to net revenue in 2010, followed by additional information such as the percentage of changes in revenue and the number of offices. 5 In the UK Paul Grant published "Top of the Pile" 6 in which he ranked 100 audit firms by the amount of fee income realized in 2009. Trends in fee income, income structure, annual profit, number of offices, number of certified auditors, number of employees, average salaries of audit staff, and gender structure of employees were also investigated.
The main objective of this paper is to gain an insight into the fundamental performance of audit firms in the Republic of Serbia through the analysis of the overall and individual achievements of audit firms in the period 2008-2010, based on performance indicators presented in the above-mentioned surveys. This paper is the extension of previous research into the performance of audit firms in the Republic of Serbia in 2008-2009. 7 First, the paper will explore trends in the number of audit firms from their establishment to the present. Then the ranking of audit firms according to operating revenues, number of employees, and net income for the period 2008-2010 will be established in order to recognize the dominant audit firms operating in the Serbian market. Special emphasis will be placed on the work of audit firms that belong to the so-called "big Four" in relation to other audit firms. Since these firms have a dominant influence at the global level, the objective of the paper is to determine the extent to which the "big Four" audit firms influence the market and services of audit firms in the Republic of Serbia.
Further, the paper will investigate whether the operating revenues, employment, and net incomes of audit firms in the period 2008-2010 are correlated with each other. If the correlation analysis is negative we will try to identify factors that may explain the unusual behaviour of the observed variables.
The analysis of the performance of audit firms included all audit firms in the Republic of Serbia. For the purpose of analysis we used publicly available data from audit firm registers held by the Chamber of Certified Auditors and the Ministry of Finance of the Republic of Serbia, as well as data from audit firm financial statements for 2008, 2009, and 2010 , available on the website of Serbian business Registers. Data availability was a significant restraining factor for more comprehensive analysis.
AUDIT FIRMS IN THE REPUBLIC OF SERBIA
The first company to provide audit services in the Republic of Serbia, Deloitte, doo belgrade, was established in 1991. This was followed by the establishment of other audit companies. If we analyze the audit firms according to location, we observe a concentration of audit firms in the capital city (see Table 2 ): That does not mean that all auditors based in belgrade necessarily work there, since some auditors do not come every day to the headquarters. This territorial dislocation of audit firms can be optimized since this is a country with relatively small territory.
ANALYSIS OF OPERATING REVENUE OF AUDIT FIRMS IN THE PERIOD 2008-2010
The scope of audit firms' work can be measured by their operating revenue. Operating revenue is an indicator of the market share of individual audit firms and is the basis for the ranking of audit firms by their significance. Source: business Registers Agency based on data from the financial statements of audit firms for the period 2008-2010 it can be observed that, as expected, the largest market share belongs to the "big Four" audit firms. Market concentration can be recognized in the following figure, which shows an overview of the operating revenue of the "big Four" audit firms compared to all other audit firms. Although the number of other audit firms is significant (in 2010 there were 39 other audit firms), the "big Four" audit firms accounted for almost two-thirds of the operating revenues of all audit firms in the observed period. The previous figure also shows that, although the share of large audit firms is still significant, it has decreased from year to year, although not to any significant degree.
ANALYSIS OF NUMBER OF EMPLOYEES IN AUDIT FIRMS IN THE PERIOD 2008-2010
One of the most important characteristics of an audit firm is that the quality of its work largely depends on the quality of its human resources. Certified public accountants have a central role in financial statement audits. According to the Law on Accounting and Auditing (Službeni glasnik 111/09, 2009, article 38), financial statement audits are carried out by persons who have a professional title in accordance with the law; that is, certified public accountants who are licensed to engage in financial statement audits, who are employed in an audit firm, and who are members of the Chamber of Certified Auditors.
In addition to certified public accountants, audit managers and audit assistants also participate in the financial statement audit. Audit firms also employ other administrative staff who are not directly engaged in audits.
The following table provides an insight into the number of employees in audit firms in the Republic of Serbia in 2010. There are significant differences in the number of employees in audit firms. The following table shows the ranking of the ten audit firms with the largest number of employees in the period 2008-2010. A summary of audit firms by number of full-time employees shows that the "big Four" audit firms and bDO have the highest number of employees. The ranking of audit firms by number of full-time employees does not show significant variation in the period 2008-2010. however, it is evident that the number of employees in the largest audit firms has decreased (the first three audit firms on the list), while the number of employees in other audit firms is constantly growing. The following figure provides a comparative overview of the number of employees in the "big Four" and other audit firms. The data indicate changes in the structure of employees by audit firm. Although there are no significant differences in the sequence of audit firms by number of employees, it can be observed that the participation of employees in small audit firms grew (from 45.46% in 2008 to 54.46% in 2010) , and the number of employees in "big Four" audit firms declined (from 54.54% in 2008 to 45.54% in 2010).
ANALYSIS OF NET INCOME OF AUDIT FIRMS IN THE PERIOD 2008-2010
Although financial statement audits are based on the idea of serving the public interest, for long-term survival an audit firm must realize a positive operational result. Analysis of the net income/net loss of audit firms in the Republic of Serbia in the period [2008] [2009] [2010] shows that the audit firms mostly realized net income. Out of 43 audit firms that disclosed their financial statements as of December 31, 2010, 39 audit firms reported net income, three reported net loss, and one audit firm had a neutral net result. The situation in the preceding two years was similar, which is reason for optimism about the future of the audit profession (especially if these results were accompanied by serving the public interest). Table 7 shows the ranking of the top ten audit firms by net income for the period 2008-2010. There are strong indications of a relatively small share of the "big Four" audit firms in the net income of all audit firms (three-year average is 20.72%). In addition, the net income share of the "big Four" audit firms decreased in the period 2008-2010 (from 22.33% in 2008 to 18.59% in 2010). These results are unexpected since the "big Four" audit firms have strong negotiation powers and much higher fees than smaller audit firms.
ANALYSIS OF OTHER PERFORMANCE INDICATORS OF AUDIT FIRMS IN THE PERIOD 2008-2010
Analysis of audit firms can be accompanied by additional financial and workload indicators, which can reveal significant characteristics and trends in their performance. Financial indicators are presented in the following table. Even though the "big Four'' realized the largest operating revenue in 2010, the situation is not the same according to other performance measurements. The growth rate for all audit firms in 2010 was 3.46%, while the revenues of the five audit firms from the top ten (including Deloitte and Ernst & Young) have decreased. Furthermore, according to percentage of net income in operating revenue, the "big Four" audit firms had rates below average.
The table also shows that the most significant audit firms have significantly higher operating revenue generated per certified auditor. This can be explained by the higher fees of these audit firms.
Workload performance indicators of audit firms in Serbia are presented in the next table. This table reveals differences in the workload of audit firms depending on their size. Smaller audit firms (group I) have audit teams with relatively high participation of CPAs in total audit staff. These audit firms do not spend a lot of resources on audit engagements (one member of audit staff spends 7.5 days per audit engagement and CPA spends 2.9 days). Medium audit firms (groups II, III and IV) carry out a significant portion of all audit engagements (77% of total audit engagements) with average number of audit stuff and CPAs. The biggest audit firms have a lot of audit staff and proportionally smaller participation of CPAs in total audit staff. The average engagement of audit staff and CPAs per one audit is high (one member of audit staff spends 61 days on one audit engagement and CPA spends 8.2 days). The biggest audit firms carry out only 10% of total audit engagements.
ANALYSIS OF VARIATION IN OPERATING REVENUE, NUMBER OF EMPLOYEES, AND NET INCOME OF AUDIT FIRMS
based on individual and aggregated data of audit firms, it is possible to perform a variety of analyses that show the condition and operating results of activities, as well as fluctuations in the indicators of individual audit firms. Fluctuations in value categories indicate huge differences in the items of balance sheets and income statements of audit firms. In this respect, we cannot anticipate the expected financial statements of audit firms.
The following table provides an overview of operating revenue, number of employees, and net income of all audit firms for the three consecutive years. by applying correlation analysis 8 , the correlation between the operating revenue generated by audit firms, the number of employees, and the net income of audit firms for the period 2008-2010 was examined. The results of the correlation analysis indicate the following: a) There is a strong positive correlation between operating revenue and number of employees, b) There is no significant correlation between operating revenue and net income, or between the number of employees and net income.
a) The correlation between operating revenue and employment. , it can be concluded that there is a very high (strong) direct linear relationship between the number of employees and operating revenue, which means that more employees realize higher operating revenue. b) Lack of correlation between operating revenue and net income, and between the number of employees and net income. Thus it can be observed that net income is not statistically significantly correlated with operating revenue and number of employees. The results of correlation analysis are not in line with expectations, given that the size of audit firms and the extent of work performed should correspond to the profitability of operations.
One logical explanation could be that there is a significant difference in the performance of existing and newly established audit firms. Audit firms that were established earlier have built their market position. They have permanent clients, stable operations, and higher fees. Newly established audit firms struggle for contracts in the market. They do not have a lot of clients. In order to enter the market, they have strategies of lower fees and lower work performance. As a result a significant difference in operating revenue, number of employees, and net income between newly established audit firms and audit firms established earlier is expected.
In order to statistically validate this assumption we divided the audit firms into two groups. The performed t-test gave P (T<=t) two-tail of 0.00622, which is less than a margin of 0.05. This indicates that null hypothesis h0 has to be rejected. Therefore, there is a statistically significant difference in the operating revenue of the two groups.
The mean of the observed groups of audit firms showed that the average operating revenue of audit firms The performed t-test gave P (T<=t) two-tail of 0.00097, which is less than a margin of 0.05. This indicates that null hypothesis h0 has to be rejected. Therefore, there is a statistically significant difference in the number of employees of the two groups.
The mean of the observed groups of audit firms showed that the average number of employees in audit firms The performed t-test gave P (T<=t) two-tail of 0.00011, which is less than a margin of 0.05. This indicates that null hypothesis h0 has to be rejected. Therefore, there is a statistically significant difference in the net income of the two groups.
The mean of the observed groups of audit firms showed that the average net income of audit firms established before 2001 was 12,149 thousand dinars in 2010, and that the average operating revenue of audit firms established after 2001 was 2,716 thousand dinars in 2010.
The performed t-tests showed that in 2010 there was a significant difference in operating income, number of employees, and net income of newly established audit firms and previously established audit firms. Therefore, it can be concluded that when an audit firm was founded has a significant influence on the firm's performance.
CONCLUSIONS
After the legal inauguration of financial statement audits in the Republic of Serbia as a service provided by independent audit firms, a steady increase in the number of audit firms has been noted, which is predominantly characterized by the registration of audit firms in the capital city.
The increase in the number of audit firms is, to a significant extent, a consequence of an environment in which the majority of audit firms had a positive net income (39 audit firms out of 43 reported a positive net income in 2010). Positive income was achieved along with increases in audit firm operating revenue and number of employees in the observed period (2008) (2009) (2010) .
however, apart from these positive trends, certain negative indicators can also be observed. Specifically, the cumulative net income of audit firms from year to year constantly declined. The reasons for this negative trend can be traced to the difficult economic conditions of audit clients and the general lack of liquidity in the national economy, as well as in the competition (often unfair) between audit firms, which is accompanied by a lack of instruments for regulating the audit profession (the absence of litigation against audit firms, the lack of independent quality control and public oversight, etc.).
Audit firms that belong to the so-called "big Four" are dominant in the market in the Republic of Serbia, but they also showed uneven participation in operating revenue, number of employees, and net income of total audit firms.
Correlation analysis of relations between operating revenue and number of employees in the period 2008-2010 showed a high degree of positive correlation between these variables, which can lead to two conclusions. First, audit firms have a policy of employment in accordance with workload; and, second, recognition of the largest audit firms in the Republic of Serbia can be based either on data of operating revenue or of number of employees, without affecting the conclusions about the significance of audit firms.
Contrary to expectations, the correlation analysis showed the absence of a significant correlation between net income of audit firms and their operating revenue and number of employees. This means that the realized net income of an audit firm in the Republic of Serbia cannot be explained by the scope of its operations. It is therefore necessary to look for other factors.
Qualitative analysis of the causes of changes in operating revenue, number of employees, and net income revealed that the length of time in which audit firms had provided services in the market had a significant impact on the achieved results. Specifically, the analysis of operating revenue, number of employees, and net income of audit firms by year of their establishment showed that audit firms that were established later had achievements under average. The main reason for this can be found in the fact that the market for audit firm services is already satisfied and that the relatively small number of new audit clients available to the newly established audit firms makes it difficult for them to survive in the market and to achieve above average performance.
